DE 01-168
PUBLI C SERVI CE COVPANY OF NEW HAMPSHI RE
Petition for Approval of Refinancing of Series A, B and C
Pol l ution Control Revenue Bonds, Including an Increase in the
Short Term Debt Limt, Issuance of First Mrtgage Bonds and
Utilization of Derivative Instrunents

Order Approving Petition Subject to Certain Conditions

ORDER NO 23,841

Novermber 9, 2001

APPEARANCES: Catherine E. Shively, Esq. for Public
Servi ce Conpany of New Hanmpshire; Ofice of Consumer Advocate by
Kenneth E. Traum on behal f of residential ratepayers; and Edward
N. Danon, Esq. and Donald M Kreis, Esq. for the Staff of the New
Hanpshire Public Uilities Conmm ssion.

PROCEDURAL HI STORY

On August 31, 2001, Public Service Conpany of New
Hanpshire (PSNH) filed with the New Hanpshire Public Uilities
Comm ssion (Comm ssion) a petition seeking the Comm ssion’s
approval of the refinancing of PSNH s Series A, B and C pollution
control bonds, including an increase in its short term debt
limt, the issuance of first nortgage bonds and the utilization
of derivative instruments. An Order of Notice dated Septenber 7,
2001 was issued, establishing a procedural schedule, and

requiring, anong other things, PSNH to publish a copy of the

Order of Notice in a statew de newspaper
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By letter dated Septenber 10, 2001, M chael W Hol nes,
Esqg., Consuner Advocate, notified the Comm ssion that the O fice
of Consuner Advocate (OCA) woul d participate in this docket on
behal f of residential ratepayers consistent with RSA 363: 28.

PSNH submitted the prefiled testinonies of Randy A
Shoop, Assistant Treasurer-Finance of PSNH and certain rel ated
conpani es, and Stephen R Hall, Rate and Regul atory Services
Manager for PSNH on Septenber 14, 2001. Certain Attachnents to
t he Conpany’ s petition were also submtted on Septenber 14, 2001.
On Septenber 25, 2001, the Conpany submtted Attachnment 5 to the
petition, and suppl enmental direct testinony of Stephen R Hall.

As provided in the Order of Notice, a Prehearing
Conference was held on Septenber 27, 2001, conmencing at 10:00
a.m at the offices of the Conm ssion. The Clerk confirnmed that
newspaper publication was made in accordance with the Order of
Notice. The parties held a technical session imediately
foll owing the prehearing conference. A prehearing conference
order confirm ng the procedural schedule was issued on Cctober 4,
2001.

The Commi ssion Staff filed its first set of data
requests on October 5, 2001. PSNH responses to Staff’s data
requests were filed with the Comm ssion on COctober 12, 2001. In

addition, PSNH submtted current drafts of the Loan and Trust
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Agreenents for the proposed auction rate securities and fixed
rate securities. The Comm ssion Staff filed supplenental data
requests on October 17, 2001. PSNH responded to Staff’s
suppl enental data requests on October 19, 2001

The Comm ssion Staff filed the testinmony of Mark A
Nayl or, Finance Director, and Maureen L. Sirois, Econom st IIl, in
t he proceeding on October 22, 2001.

A hearing on the nmerits of the case was held on QOctober
24, 2001.
1. POSI TI ONS OF THE PARTI ES AND STAFF

A. Public Service Conmpany of New Hanmpshire

PSNH, through its witness M. Shoop, requested that the
Comm ssi on approve its refinancing proposal as being in the
public good. According to M. Shoop, refinancing the Conpany’s
exi sting $66, 000,000 Series A Pollution Control Revenue Bonds
(PCRBs), $108,985,000 Series B PCRBs and $112, 500,000 Series C
PCRBs will result in substantial savings to both the Conpany and
its customers.

M. Shoop supplenented and nodified his pre-filed
testimony and indicated that the Conpany was still considering
whet her to refinance all three series of bonds as variabl e,
auction rate bonds if the necessary insurance is available, or

whet her to refinance the Series A and C bonds as vari abl e auction
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rate securities, and the Series B non-alternative m ninmmtax
bonds as fixed rate securities. He indicated that insurance was
needed to access the variable auction rate securities market, and
that the Conmpany was still in negotiations with the insurer. He
al so noted that the issuance of First Mrrtgage Bonds to evi dence
and secure the Conpany’s repaynent obligations related to the new
bonds woul d be required.

The Loan and Trust Agreenents would generally provide
for the follow ng transactions: (1) the issue of the new PCRBs by
t he New Hanpshire Business Finance Authority (BFA), (2) the BFA' s
| oan of the proceeds of the new bonds to PSNH to refund the
existing Series A, B, and C PCRBs, (3) PSNH s repaynment of the
| oan of the bond proceeds fromthe BFA through paynent to the
Trustee, State Street Bank and Trust Conpany, of all amounts
necessary to pay the new PCRBs, (4) PSNH s agreenment to evidence
and secure its repaynment obligations by the issuance of its First
Mort gage Bonds, and (5) the BFA's assignhnent to the Trustee in
trust for the bondowners of the BFA s rights, including repaynent
of the loan to be received from PSNH. The new PCRBs woul d have a
maturity date of May 1, 2021.

In connection with the transfer by NAEC of its interest
i n Seabrook Station, where the pollution control facilities

originally financed by PCRB funding are | ocated, the buyer wl|
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need to assune certain obligations regarding continued qualifying
use of the financed pollution control facilities. Going forward,
PSNH i s prepared to oversee conpliance with the | oan terns
necessary to ensure the continuing tax exenpt status of the new
PCRBs.

If all three series of new bonds are issued as variable
rate securities, approximtely 30 per cent of PSNH s |long term
debt would be at fixed rates and 70 per cent would be at variable
rates. |If two of the three series are issued as variable rate
securities and the third is fixed, as originally proposed, then
the ratio of fixed to floating |ong term debt woul d be
approxi mately 56 per cent to 44 per cent.

M . Shoop indicated that refinancing the $287, 485, 000
aggregate principal amunt of the bonds at a fixed rate of 5.95
percent would result in estinmated annual savings of approxi mately
$4 mllion. Refinancing the $66, 000,000 Series A Bonds and the
$112, 500, 000 Series C Bonds as Dutch auction bonds at an
estimated variable rate of 3.32 percent and the $108, 985, 000 non-
alternative mninumtax Series B at an estimated fixed rate of
5.95 percent would result in an estimted annual savings of
approximately $7.655 mllion. M. Shoop indicated that if the
Series A and C Bonds were refinanced as variable rate bonds, and

the Series B Bond were refinanced as 5.95 percent fixed rate
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bonds, short termvariable interest rates, currently around 2.5
to 3.0 percent, would have to approach 5.37 percent before

savi ngs woul d be reduced to the approximtely $4 mllion achieved
by refinancing the $287, 485, 000 aggregate principal anount at a
fixed rate of 5.95 percent. See Exhibit 5, Response to Q Staff-
005.

The above savings are coupon to coupon figures and do
not include a base case for expected present value in savings
over the life of the bonds. 1In a response to Staff’s data
request nunber 8, PSNH states that “using a discount rate of 10
percent, the result of this analysis yields a present val ue of
$65.5 mllion.” However, a simlar analysis was not conducted
for the case if all the series A, B, and C bonds are at a fixed
interest rate of 5.95 percent. Therefore, a conparison of
savi ngs between the conpleted fixed interest rate refinancing
scenario and the variable/fixed interest rate refinancing was not
conduct ed.

The variable interest rates on the Series A and C PCRBs
will be determned via a Dutch Auction. M. Shoop’'s pre-filed
testimony outlines the mechani sm behind the Dutch Auction as
follows: “[p]lursuant to the Dutch Auction Procedures, Broker
Deal ers submt bids to the Auction Agent on behalf of hol ders or

potential hol ders of the bonds. Assum ng sufficient bids at |ess
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than the stated maxi numinterest rate have been placed for the
princi pal anmount of bonds available for sale, the interest rate
is established as the | owest rate at which all bonds wll either
be held by existing holders at the specified rate, or sold to new
purchasers.” Since 1989, the Dutch Auction Rate has been
approximately 70 percent to 80 percent of the London InterBank
O fering Rate (LIBOR), and has been slightly higher than the Bond
Mar ket Auction rate by about 25 to 30 basis points. Such
rel ati onshi ps are evidenced by historical experience and market
characteristics, not by |oan docunent requirenments. Although the
Conpany has not participated in this Dutch Auction before, other
utilities have. Therefore, the Conpany will seek the aid of two
third-party advisors with respect to auction rate securities.

M . Shoop discussed the options available to the

Conmpany for managing the interest rate risk associated with the
bonds, including changi ng nodes and fixing the bonds in
accordance with the terms and conditions of the Loan and Trust
Agreenent (s), refinancing the bonds, retiring them or entering
into derivative instrunents. Mdde changes, at the discretion of
t he Conpany, do not require paynent of prem uns or fees but
vari abl e rate nodes are expensive because of credit enhancenents.
M. Shoop indicated that the Conpany’s request for approval to

enter into derivative instrunents such as swaps, caps, floors,
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and collars is critical to the Conpany’s refinancing proposal, as
such authority would enabl e the Conpany to manage its interest
rate risk. Wth interest rates at a recent low, M. Shoop stated
t he Conpany may need to act quickly when interest rates begin to
rise to preserve the benefits of lowinterest rates for the
Conpany and its custoners. M. Shoop noted that while there are
a number of options for controlling interest rate risk, options
ot her than derivative instrunents all require sone tinme to
ef fectuate, and woul d not be appropriate if the Conpany needed to
act quickly. M. Shoop pointed out that while everyone agrees
interest rates will begin to rise at sone point in tinme, no one
knows exactly when and how qui ckly any increases will occur. In
t he past, PSNH has not used derivative instruments to manage
interest rate risk.

M . Shoop noted that while the Conpany has not
establi shed any witten guidelines or benchmarks to determ ne
when it would act to fix interest rates on the bonds, the Conpany
woul d closely nonitor the financial markets and consult with its
financi al advisors to determ ne when to enter into any derivative
transactions. M. Shoop also nentioned that if such a protocol
were devel oped it nust be approved by senior managenent and woul d
not require a significant amount of effort. During cross-

exam nation, M. Shoop stated that the Conpany would be willing
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to devel op such a protocol

M . Shoop al so discussed the Conpany’s request for a
short termdebt limt of $387,485,000, noting that it consisted
of (i) $100 mlIlion of short term debt for general corporate
pur poses, including bridging the proposed rate reduction bond
financing required to buy out certain small power producers, and
(ii) up to $287,485,000 of short term debt, such short term debt
to be incurred only to the extent necessary in connection with
t he i ssuance or subsequent conversion of the new bonds.

M. Hall described how the financing will benefit the
Conpany’s custonmers. He indicated two ways that savings wll
flow to custonmers. First, the return applied to Part 3 stranded
costs (the "Stipulated Rate of Return"” as defined in the
Settlement Agreenent) will be reduced at the tinme of the
refinancing, and second, during the next rate case, PSNH s cost
of capital and therefore return on rate base will be [ ower (al
ot her things being equal). M. Hall estinmated that the | ower
cost of debt will result in an imrediate increase in the rate of
recovery of Part 3 stranded costs of approximately $1.7 mllion,
and that the entire savings would benefit the Conpany’ s custoners
following the next rate case. Furthernore, M. Hall acknow edged
that if the cost of debt is higher under proposed refinancing

than if all the series PCRBs were at a fixed interest rate, the
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Conmpany woul d be accountable during the next rate case. However,
he stated that the Conpany’s actions should not be judged with

t he benefit of hindsight.

B. Ofice of Consuner Advocate

The Office of Consunmer Advocate attended the technical
session and participated in the hearing on the nerits. The OCA
supported the Conpany's refinancing proposal while sharing the
concerns of the Staff witnesses. The OCA suggested that the
Comm ssi on should now determ ne a trigger by which PSNH would fix
the interest rates or hedge as opposed to later getting into the
i ssue of hindsight. Anpong the possibilities suggested would be
to fix the rates as soon as possible after an increase in the
Federal Funds or Discount rate, or to have PSNH now propose a
trigger mechani smfor Comm ssion approval. The OCA alternatively
suggested the Comm ssion consider using the actual interest costs
incurred by PSNH for these debt issues during the fixed rate
period to determ ne the cost of these debt issues as the basis
for the input in the cost of capital calculation in the next rate
case in order to ensure that custonmers obtain their fair share of
the |l ower interest rates.

The OCA al so recommended that the Comm ssion term nate
the $100 mllion short termdebt limt for general corporate

pur poses proposed by the Conpany when PSNH sells its generating
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assets, and that the Comm ssion make it clear the $287, 485, 000
short termdebt limt proposed by the Conpany was authorized only
if and to the extent necessary in connection with the new bonds,
and was not to be enployed for other purposes.
C. Staff

M. Naylor’s testinony indicated support of PSNH s
filing, with the caveat that PSNH should be held accountable for
t he prudence of its decisions with respect to the extent of
variable rate financing it seeks in connection with the PCRB
refinancings. M. Sirois’s testinony indicated an area of
concern. Before she can extend support for utilizing derivative
instrunents, she testified PSNH nust devel op protocol identifying
interest rate benchmarks and procedures addressing actions to be
t aken when interest rate benchmarks are reached. Furthernore,
t he Conpany nust conduct ri sk nanagenent anal ysis.

Ms. Sirois extended her support for refinancing because
both Iong-termand short-terminterest rates are near recent
| ows, and this reduces the cost of debt. Furthernore, the
Federal Open Market Commttee (FOMC) was expected to further
| ower the Federal Funds rate on Novenmber 6, 2001. According to
J.P. Morgan, the Federal Funds Rate may reach 2.0 percent during
the fourth quarter of this year. M. Sirois’ s prefiled testinony

outlines the possibility of interest rates increasing in the near
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future. Due to aggressive fiscal policy, the noney supply has
increased significantly within the last nonth, she testified.
Since the econony is declining in ternms of growh, inflation my
start to becone an issue, she argued. Since it is the goal of
the FOMC to maintain an inflation rate within target |levels, the
FOMC may attenpt to fight off inflation via increasing the
Federal Funds Rate and the Di scount Rate, she stated. During
cross-exam nation, she noted that current and potential |evels of
inflation would have to increase by a substantial anpbunt to cause
concern, when conpared to the inflation levels in the 1970s, but
that expected inflation is already visible in bond markets.

Ms. Sirois stated that the possibility of interest rate
increases are significant to her testinmony because if PSNH | ater
decides to use interest rate swaps or caps to exchange vari abl e
interest rates for fixed rates, it may have to do so at higher
fixed rates and/or costs than could be obtained at the present.
Also, if the Conpany nust deal with a high cost of debt due to
applying variable rates instead of fixed rates, it may be held
account abl e through its rate of return.

M. Naylor’s testinony indicated that with PSNH s T&D
rates fixed for 33 nonths, none of the benefits of |ower interest
rate charges can be passed through to ratepayers until the T&D

rate case occurs under the Settlenment provisions in DE 99-099.
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I n addition, while acknow edging that Part 3 stranded costs w ||
be lower due to the fact that | ower debt costs help reduce the
Stipulated Rate of Return per the Settlement Agreenment, M.
Nayl or pointed out that this benefit to customers is del ayed
until such tinme as the stranded cost charge is actually reduced.
In addition, PSNH al so realizes additional benefits not
contenpl ated under the Settlenent: its risk of full recovery of
Part 3 costs is also reduced.

In the next rate case, Staff will |ook very closely at
t he cost of debt that PSNH proposes in the T&D rate case. |If
Staff feels that PSNH has inproperly caused the cost of debt to
be hi gher than it m ght have been had it chosen fixed rates at
this time for the PCRBs, or was unable to utilize derivative
instrunments or the cost thereof were such that overall debt costs
wer e hi gher than they otherw se would have been had fixed rates
for the refinancing been chosen, Staff will urge the Conm ssion
to penalize PSNH accordingly through its rate of return.
[11. COVM SSI ON ANALYSI S

Pursuant to RSA 369:1, public utilities engaged in
business in this State may issue and sell bonds and ot her
evi dences of i ndebtedness payable nore than 12 nonths after the
date thereof only if the Comm ssion finds the proposed issue and

sale to be "consistent with the public good.”™ The provisions of
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RSA 369:1 further specify that the Comm ssion may attach "such
reasonabl e terms and conditions [to its approval] as the
comm ssion may find to be necessary in the public interest.”
Mor eover, in Appeal of Easton, 125 N.H 205 (1984), the New
Hanmpshire Supreme Court held that the Comm ssion nust "detern ne
whet her, under all the circunstances the financing is in the
public good - a determ nation which includes considerations
beyond the terns of the proposed borrowing." Id. at 213.

Based on our review of testinony and exhibits, we
concl ude that the Conpany's proposal in regards to refinancing
the Series A, B, and C PCRBs is in the public good. Interest
rates are approaching historical |ows and refinanci ng woul d
reduce the cost of long termdebt. Such savings will reduce the
return applied to Part 3 stranded costs and this | ower cost of
debt will result in an inmmediate increase in the rate of recovery
of Part 3 stranded costs. The Conpany’s required return on rate
base is al so expected to decrease, and this savings would benefit
t he Conpany’s custoners follow ng the next rate case.

PSNH s use of First Mortgage Bonds in connection with
the refinancing is reasonable and is consistent with the

structuring of previous PCRB issues.
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Wth respect to the short termdebt Iimt of PSNH, the
$100 million of short term debt financing requested for general
corporate purposes is $25 million nore than PSNH is entitled to
wi t hout our specific approval. W conclude such $100 mllion
amount is reasonable and should be approved so | ong as PSNH
mai ntains its current capital structure. However, we w |
reconsi der the reasonabl eness of continuing to carry this |evel
of short termindebtedness at such tinme as PSNH sells its
generating assets.

Wth respect to the short termdebt [imt of PSNH, we
do not share PSNH s view that the $287, 485,000 requested in order
to acconplish the variable rate financing of all three issues is
i ndebt edness “payable I ess than 12 nonths after the date thereof”
within the meaning of RSA 369:7. Therefore, we do not require
approval of such anpunt under that statute. As to the renaining
$100 million of short term debt financing requested for general
corporate purposes, we note that under our rules this is $25
mllion more than PSNH is entitled to without our specific
approval. W conclude such $100 mllion amount is reasonable and
shoul d be approved so long as PSNH naintains its current capital
structure. However, we may reconsider the reasonabl eness of
continuing to carry this level of short termindebtedness at such

time as PSNH sells its generating assets.
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Wth respect to the proposed | ong term debt financing,
t he Comm ssion shares the concerns raised by Staff regarding
PSNH s use of variable rate bond issues and derivative
instrunents to protect against the interest rate risks associ ated
with such issues. The Conpany’s proposal is novel, in that this
is the first instance in which a utility in New Hanpshire has
proposed to engage in long termfinancing using variable rates
wi th hedgi ng opportunities, and this is the Conpany’s first foray
into Dutch Auction financing vehicles. The Conpany’s proposal is
al so unique in that if all three series of PCRBs were redeened
and if variable rate instrunments were substituted, a substanti al
part of the Conpany’s capital structure (i.e.,70 percent of its
long termdebt) will be subject to interest rate variations, thus
exposi ng the Conmpany and its custoners to the risk that
applicable rates will increase to levels that are unecononic
relative to fixed rates that could be obtained in today’s | ow
yield bond markets. These risks are put in relief by the
unavoi dable reality that the Conpany will be nmaking its decisions
about the m x of fixed and variable instrunents and about whet her
to seek hedges agai nst anticipated upward rate novenent in a
context, at least in the near term in which it wll have an
incentive to maxim ze short term gains, possibly at the expense

of |l onger term savings, given the operation of the fixed rate
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peri od.

The Conpany is persuasive that it makes econom c sense
to take advantage, at |east to sonme extent, of the present
climate of extraordinarily low interest rates, and we will permt
the Conpany the flexibility to enter into these arrangenents.
However, given the considerations enunerated above, certain
custonmer protections and financing limtations are warranted.
First, PSNH nust supply to the Conm ssion the sanme information it
must supply to the Securities and Exchange Conm ssion for any
transaction entered into under this Order. Second, at such tine
as PSNH decides to use derivative instruments to turn variable
interest rate vehicles into fixed rate instrunments, it nust
provide the Comm ssion with the information on which it relied in
determ ning that such action is prudent and in the public
i nterest.

Third, we will not permt the Conpany to use fixed
rates for all three financings. Rather, the Conpany may use
variable rates for series A and C PCRBs, but nmust seek long term
fixed rate financing for the series B PCRBs, consistent with its
original proposal. This limtation on Conpany flexibility wll
ensure that a nore conservative approach is taken in this first
venture into variable rate |long term i ndebtedness than would be

represented by a decision to use variable rate financing for all



DE 01-168

- 18 -
three series, while still permtting the Conpany to explore and
t ake advant age of opportunities for variable rate financing with
respect to a significant portion of its |long term debt portfolio.
At the sane tine, however, we put the Conpany on notice
that in any later relevant proceeding, the Conpany will bear the
burden of denonstrating that any determ nation to use vari able
rate instrunments was made according to sound nanagenent
protocols. We will ook to the rate that the Conpany coul d have
obtained for conparable fixed rate securities as a benchmark
agai nst which to evaluate the soundness of the arrangenents
actually entered into by the Conpany. W note further that we
wi Il consider in any such proceeding the extent to which the
Conpany took steps to ensure that it and its custoners are
protected agai nst serious downside events. Thus, for exanple, we
will look to see whether the Conpany has | everaged its derivative
transactions, failed to hedge its derivative transactions,
entered into swap transactions with counterparties that do not
nmeet adequate credit rating requirenents, or entered into
assi gnabl e derivative transactions. See, e.d., Re National Fuel
Gas Distribution Corporation, Case No. 99-G 0541 (New York Public

Service Comm ssion, July 28, 1999), PUR 4th 111294, at 7-8.
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Based upon the foregoing, it is hereby

ORDERED, that pursuant to RSA Chapter 369:1-4, the
Comm ssion finds that the proposed financing, upon the terns and
conditions proposed in the Conpany’'s petition and testinony, as
suppl enent ed and nodi fied, and subject to the ternms and
conditions specified in this Oder, is consistent with the public
good; and it is

FURTHER ORDERED, that the Comm ssion hereby approves
and aut hori zes, pursuant to RSA 369:1,3 and 4, PSNH s redenption
and refinancing of $178,500, 000 principal amount of currently
out standi ng Series A and C PCRBs, through the issuance and sale
by the Business Finance Authority of the State of New Hanpshire
(“BFA") of up to $178, 500,000 aggregate principal amunt of fixed
or variable rate Pollution Control Revenue Refunding Bonds (the
“New Fi xed or Variable Rate Bonds”) in one or nore series,
payabl e nmore than 12 nonths after the date thereof, upon the
ternms and conditions proposed in the Conpany’ s petition and
testimony as suppl enented and nodified, and subject to the terns
and conditions specified in this Order, and to take all actions
necessary for and in connection with the issuance of such bonds
and conversion of the bonds to other nodes in accordance with the
| oan docunentation, including but not limted to (i) entry into

one or nore Loan and Trust Agreenent(s) with the Business Finance
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Aut hority of the State of New Hanpshire and the Trustee, (ii) the
purchase of insurance to secure repaynment of the New Fi xed or
Vari abl e Rate Bonds, and (iii) the issuance of First Mortgage
Bonds payable nmore than 12 nonths after the date thereof to
evi dence and secure certain of the Conpany’ s repaynent
obligations related to the New Fi xed or Variabl e Rate Bonds, al
as described in the petition and testinony of PSNH, as
suppl enented and nodi fied, and substantially as contenpl ated by
t he docunentati on submtted by PSNH to the Conmm ssion and subj ect
to the terns and conditions specified in this Oder; and it is
FURTHER ORDERED, that the Conm ssion hereby approves
and aut horizes, pursuant to RSA 369:1,3 and 4, PSNH s redenption
and refinancing of $108, 985, 000 princi pal amount of currently
out standi ng Series B PCRBs, through the issuance and sale by the
Busi ness Finance Authority of the State of New Hanpshire (“BFA”")
of up to $108, 985, 000 aggregate principal amount of fixed rate
Pol I uti on Control Revenue Refundi ng Bonds (the “New Fi xed Rate
Bonds”) in one or nore series, payable nore than 12 nonths after
t he date thereof, upon the terns and conditions proposed in the
Conpany’s petition and testinony as suppl enmented and nodified,
and subject to the ternms and conditions specified in this Oder,
and to take all actions necessary for and in connection with the

i ssuance of such bonds, including but not limted to (i) entry
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into one or nore Loan and Trust Agreenent(s) with the Business
Fi nance Authority of the State of New Hampshire and the Trustee,
(ii) the purchase of insurance to secure repaynment of the New
Fi xed Rate Bonds, and (iii) the issuance of First Mortgage Bonds
payabl e nmore than 12 nonths after the date thereof to evidence
and secure certain of the Conpany’ s repaynent obligations rel ated
to the New Fi xed Rate Bonds, all as described in the petition and
testinmony of PSNH, as suppl enented and nodified, and
substantially as contenplated by the docunentation submtted by
PSNH to the Comm ssion, and subject to the ternms and conditions
specified in this Oder; and it is

FURTHER ORDERED, that the Conm ssion hereby approves
and aut horizes PSNH, pursuant to RSA 369:1-4, to nortgage its
properties and franchises and to issue a principal amunt of its
fixed or variable rate First Mdrtgage Bonds, in one or nore
series, equal or substantially simlar in amunt to the anount of
New Fi xed or Variable Rate Bonds issued by the Conpany, to
evi dence and secure certain of the Conpany’ s repaynent
obligations related to the New Fi xed or Vari abl e Rate Bonds
and/ or any insurance policy or other credit enhancenent securing
t he New Fi xed or Variable Rate Bonds, with principal, interest,
payment and other related terns the sanme as or substantially

simlar to those of the New Fi xed or Variable Rate Bonds, all as
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described in the petition and testinony of PSNH, as suppl enent ed
and nodi fied, and substantially as contenplated by the
docunment ati on subm tted by PSNH to the Conm ssion and subject to
the ternms and conditions specified in this Oder; and it is

FURTHER ORDERED, that the Conm ssion hereby approves
and aut hori zes PSNH, pursuant to RSA 369:1-4, to nortgage its
properties and franchises and to issue a principal amunt of its
fixed rate First Mrtgage Bonds, in one or nore series, equal or
substantially simlar in amunt to the anount of New Fi xed Rate
Bonds issued by the Conpany, to evidence and secure certain of
t he Conpany’ s repaynent obligations related to the New Fi xed Rate
Bonds and/or any insurance policy or other credit enhancenent
securing the New Fi xed Rate Bonds, with principal, interest,
paynment and other related terns the same as or substantially
simlar to those of the New Fi xed Rate Bonds, all as described in
the petition and testinony of PSNH, as suppl enented and nodified,
and substantially as contenplated by the docunentation submtted
by PSNH to the Conmm ssion and subject to the ternms and conditions
specified in this Oder; and it is

FURTHER ORDERED, that the proceeds fromthe issuance of
t he New Fi xed or Variable Rate Bonds be used for the purposes of
refundi ng the Conpany’s outstanding 1991 $66, 000, 000 Series A

PCRBs and $112, 500, 000 Series C Pollution Control Revenue



DE 01- 168 - 23 -

Refundi ng Bonds; and it is

FURTHER ORDERED, that the proceeds fromthe issuance of
the New Fi xed Rate Bonds be used for the purposes of refunding
t he Conpany’s outstanding 1991 $108, 985, 000 Series B Pol |l ution
Control Revenue Refunding Bonds; and it is

FURTHER ORDERED, that the Conpany is authorized, upon
meeting the amended conditions |isted above, fromtinme to tine
during the termthat the New Fi xed or Variable Rate Bonds remain
outstanding, to enter into interest rate swaps, caps, collars,
floors or other simlar derivative instrunents in a notional
anount not exceeding $178, 500,000 to manage financial inpacts
frominterest rate fluctuations associated with the New Fi xed or
Vari abl e Rate Bonds; and it is

FURTHER ORDERED, that pursuant to RSA 369:7 and N. H
Adm n. Rule Puc 307.05 the Comm ssion hereby approves and
authorizes a $100 mllion short termdebt limt for general
corporate purposes, to be applicable until further order of the
Comm ssion; and it is

FURTHER ORDERED, that the Conpany file true copies of
the | oan docunents executed or otherwise finally issued in
connection with the closing of the transactions contenpl at ed

her eby.
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By order of the Public Utilities Comm ssion of New

Hanpshire this ninth day of Novenber, 2001.

Thomas B. Getz Susan S. Ceiger Nancy Brockway
Chai r man Conmi ssi oner Conmi ssi oner

Attested by:

Claire D. DiCicco
Assi stant Secretary



